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MAJOR PROBLEMS OF ITALIAN GOVERNMENT POLICY

g - : BUMMARY - ~.. :

$L st ) ) N P PN - -

Premier De Gasperl faces two fundaméntal problemis: (1) to persuade the appre-
hensive and war-weary Italian public to support a definite alignment with the Western .
Powers and, (2) to present to the Italian people tangible economlc benefits In order to_
strengthen popular confidence in the government.

The major determining factor n Italian foreign policy will be developments inthe
East-West struggle. To this struggle, Italy’s principal problems of foreign policy are
closely related: the question of political and military alliance, disposition of the prewar
colonies, return ol Trieste, and modification of Peace Trealy restrictions upon Itallan
military capabilitles. Italy will probably find it necessary to align itself definitely with

the West, even though public opinion at present lags behind the government’s willing-
ness to take this step. ,

De Gasperl could insplre public confidence iri his admlnlstratlon 2lther by oftering
the Italian people an early fmprovement in their standard of Uving or at least by

sponsoring a bold and comprehensive legislative program of economlc reforms. Nelther
development secems probable.” Despite the solld economic gains achleved in taly
through the ECA, no improvement in the popular standard of living is likely Lb@ggmg
evident withln the next six months. Moreover, the De Gasperi Government has falled
5o far to show any signs of having 'or of soon developlng any program of long-range
economlc reform for Italy. A variety of Industrial and agricultural problems remain
unsolved. : :
In industry, the high production costs of Italian manufacturers hinder the develop- -
ment of foreign trade. Uneconomle Industries are still subsidized by the State. Strikes
and slowdowns, though unlikely to cripple Italian economic recovery, still impede it. —
Unemployment continues to be a major problem, and emigration, which might other-
wise ease it, §s greatly restricted by a varlety of factors, particularly a lack of out- =
lets. Taxa‘ion in Italy remains fnequitable and Inefficlent. The economlic plight of ~
the Italian middie class is grievous and shows no prospect of rellef.: Italian agricultural
yield, though increasing, Is fnadequate to restore the Itallan dlet to its prewar level =~
wlthout resort to disproportionate imports of food. Long-range agrarlan improvements ~
are still only prospective, In any constructive approach to these problems, De Gasperl

will be hampered by the opposition of interested pressure groups.

Because of this imitation, and because of the fnherent difficulties of the domestic
protlems, De Gasperl is unlikely to win public approval of his fcrelgn policies on the
basis of having created pOpular satisfaction over hls approach to the general problem :

Note‘-’rhts report has been congurred in by the Intelligence organizetions of the Depariments of -
State, the Army, the Navy, and the Alr Force It Is based on information avallable to CIA*’*
oa 4 March 1849, . L
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_ public, a decisive part of the population s likely
the Left, particularly to the Communist Party. /

ction become apparent to the Italian
to shift its support from De Gasperito
Although such a shift would have,

ments through ECA ald and governmental &

except for withdrawal of moderate Soctalists, no serlous immediate effect upon the com-
esent goyernment, the shift would probably result in a loss of cur-

position of the pr , L B
 rent majority support for De Gasperi’s Christian Democratic Party in the national = .. ...
_electionsof 1953. : ' '
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MAJOR PROBLEMS OF ITALIAN GQWRNM@TL POLICY

l Posmouormzm(hspxm(}cnm o

_ The imminent threat of economlc collapse and political chaos which overhung the
De Gasperl Government at the beginning of 1948 had by the middle of the year beea
removed, permitling De Gasperl, still Premier, to turn from day-to—day crises to more
fundamental questions of foreign and domestiz policy. - .

. The natlonal elections of 18 April 1848 gave the Christian Democratie Party a8
majority of seats In the new Parliament and confirmed the right of that Party tobe
the Gominant element in the Cablnet until the holding of new elections, scheduled for . =
1853. ‘This base of Christian Democratic political strength was broadened by the con-

_tinued Cabinet participation of the conservative Liberal Parly and of the mo moderate-
leftist Socialist Workers (PSLI) and Reputlican Partles.

. Even before the April elections, the {nflation that had been leading toward eco-
nomic collapse and soclal upheaval was slowed down by the vigorous deflationary meas- .
ures taken by Budget Minister (now President of the Republic) Einaudi in September
1047. Although this anti-infiationary prograr acted as & temporary brake on manus .
facturing, the level of industrial production has since resumed its upward course, and
wages and prices have remained reasonably steady. A '
the assurance that the US, through the Europeﬂannecoveryﬁogram, wou]d provide
considerable materials and credits for the rehadbilitation of the Italian economy end
the gradual ralsing of the Italian standard of living, which even In the prewar peried
had been lower than that of most Europcan countries, :

Thus, -by the summer of 1948, having been relleved of the critical threals to
Italy’s cconomic situation and his own political position, De Gasperl could turn his
attention to the problem of guaranteeing the political and military security ﬂ@l}?
through alxgnment with -othéi “’Esteﬁ P«W 'I‘he Communists and 'leﬁa-wlng

!ssue. &nd have forced the govemment to approach the problem with caution. Tn
addition, many moderate Soclalists and the lelt wing of the Christian Democrats have
argued fora c!ear—cut course of Italian neutrality :

policies if he cauld achleve a consplcuous success in rumnmg domestic needs. He
faces special difficulties, however, In oblaining the long-term measures of econonile
and social reform necessary %o this success. The extreme Left will oppose whetlever -
recommendations the government may make in this field.  Moreover, difficulties inber- .
ent in attaining the promised and badly needed changes are aggravated by the reluc: ~ " "HE
tance of the Liberals and even many of the Premier’s own parly to support any far- T
reaching economic or soclal legislation. Desplte these obstacles, De Gasperi | realizes .
that failure to take positive action would make him vulnerable to criticlsm from the . .
moderate Left rs well as the far Left, would strengthen the Communists, and would "~




conditions and prolonged social stabllity in Italy.

2. YFoxrioN Poracy PROBLEMS.

a. The Western Alliance.

i~ handlcap the success of the ERP, thereby hampering &

tary commitment which would expose Italy to rep
nists, and the Soclalists of the far Left have had some guccess in
discredit the Government by,,depdunclj;g as war-mongering anything ‘that indicates
ofiicial sympathy for a western military pact— Even lef tw
own parly have protested his favorable disposition
Jeft-wing pasty leaders have {ndicated that for the
follow the majority.. The moderate Socialists have

military alliances. - Their_leade

gat's moderate Socialist_following ues ¢
not their Cabinet representative should oppose 1

At the present time, most Italians would prefer to participa

r, Saragat, has, however, recently conceded :
military pact “for defense” would not be fnconsistent with Socialist principles. - Sare-

continues divided on the question of whether or

talisn military commitments.

tives in any European union, whatever its form,

i ARG e

potentiatities for involving them in war.

toward such a federation, and Italy has agreed to part
(scheduled for late March) regarding organization of

tederation as the framework for & soclalist Europe W
force” between the U3 and the USSR, Thﬁigb’ the 1
western alilance by patural inclination and goine gover

I

chievement of better living

«the central problem of the Italian Government iu. 1S conduct of forelgn affairs
is to win the support of the Italian people for close political and military alignment
with the West. ‘The Premier has been vigorously supported by
and Defense Minister Pacciardi in preparlng the ground’fo? an alliance, but there ’
continues to be strong popular op osition to surrender of neutrality and to any mili--
Hsals, Consequently, the Commu=""
thelr campaign to

that &

economic European federation. The projected Councll of Burope appears to be a step
ictpate in the London discussions
the Councll. Ttalian representa-

Foreign Minister Sforza ~

ing members of the Premler's
foward military pacts, slthough the = -
sake of party disciptine they would .
also shown thelr disapproval of = * o

te in & pout.lc§ ) ”77

would find thelr matn support intwo

b. Relations with the Western Powers.
Though Italy's relations with the UK

v ey i3
"':Www!wwm‘“‘w'f,wM\,W“M1\\mm&ﬁn{wuwwm]

Italy's hope for econcnic _rehabmtat!pnﬁlm\lgh

© to Italian interests.’ Italians lock to the S, the
to champlon Italy's interests when the matter
of the UN. .

US ald. In additio

otherwise conflicting groups: the Vatican, which favors 8 European federation as 8 -
ineans 1o halt the spread of Communism, and the moderate Soclalists, who seesuch & .
hich could develop into a “third '
talians are impelled toward a =

nraent pressure; they fear.its

have been poor since World War 11,

those with the US and France are presently excellent. SR .
The tradilionally close ties between the US and Italy are strengthened by

n, Italians are cur- S

rently prateful to the US for {orcing delay in the UN's consideration of the colonial -

question, which they believed Was at the point of being settled in & manner unfavorable
Latin American countries, and France ——
1 taken up at the April 1949

sesslon -




The favorable attitude already expressed by France toward the return to Italy

of its former colonies has been one of the factors in improving relations between trhe
two counirles. Another is the promise of the French Government fo improve the work-
ing conditions of Italian emigrant labor in France. A Franco-Italian customs unlon,
long-discussed, now seems somewhat closer to realization. Desplle a previous French
Assembly adverse vote, the French Government may still consider a readjustmertin
Italy’s favor of the Italo-French boundary provided by the Peace Treaty. Furthermore, = . ;

many Italians welcome, as a recognition of equality, various evidences that France -
(along with the US) favors Italian participation In & western alliance. ~~ - o e

In contrast to Italy’s improved relations with the US and France, its attitude
toward the UK has become embittered by British ¢laims to trusteeship over Cyrenalca

and British opposition to the return to Italy of most of the other former Italian colones.
Some Ilalians have also resented the edrlier British opposition o Italian entry into

an Atlantic Pact, although this resentment will probably be diminished by the decislon
of the Western Powers to Invite Italy to participate therein. St

¢. Colonles.. .. .. B S .
Ultimate disposition of the colones will have some bearing on the willingness

of the Italian people to support fully a western military pact. Italy, basing its clalms

on the assertion that the colonies were acquired before the advent of Fasclsm, would

like to have them returned, partly for reasons of prestige, partly because of fancled .

economic gain, and partly because of their supposed usefulness as an outlet for the =

surplus population.— Wide Sections of the press and various nationalist pressure groups

|
|
|

assiduously keep colonial aspirations alive. m@gﬁ@mitlon short of full
return to Italian control would bring an adverse Italian reaction, most Italians are
probably reconciled to eventual UK control of Cyrenaica. On the_other hand, the
mere report that the US and UK favored awarding most of Eritrea to Ethiopla elicited T
much popular bitterness as well as a threat from Forelgn Minister Sforza that heand =
other cabinet members would Tesign if such & declslon were carried out.— Assuming
loss of Cyrenalea, Italy still wishes to participate in administration of the other colonles,
despite the fact that the Government will have difficulty in securing the funds to—
administer them. : ) B .

As regards Tripolitania, Italy will be dissalisfied with any disposition other
than outright return. Several other proposed solutions, however, would probably be ’
accepled, though with varying degrees of Teluctance, by the Italian public’ Ome,

reflecting a desperate effort of the Italian Government to provide itself with & compro-
mise solution which would not too greatly sacrifice its prestige or colonial desires, and. .
advanced by certaln Italian experts on colonial problems, envisages the formation ofa -
semi-independent Arab state of Tripolitania which would have close economle and politi-
cal ties with Italy. ~Another proposal, favored by certain US colonial experts, wouldbe .
the provision to Italy of an emigration outlet in Tripolitania through US trusteeship,
Italians might, tn fact, welcome US particlpation in the government of North Africa 83 2
providing additional security for the Mediterranean area. e T
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d. The Peace Trealy.: .
-~ - The government’s case for revision of the military clauses of the Peace Treaty
-~ {s based primarily on Italy's inability to defend its borders for more than a few weeks,

in view of which fact many Italians feel that particlpation in the Western aecurlty
~ arrangements &s presently constituted would provide their country with little actual
addmonal protection and would leave it at the mercy of an antagonized USSR '

e. Italya Relations with tha USSR. -

Because of this desire not to antagonize the Soviet Unlon a.nd because of gen-
ulne economic needs, Italy’s relations with thie USSR and the satellites continue cor- :
rect, and trade between Italy and Eastern Europe is belng developed. Recently con- .- . .
cluded trade and reparations agreements between Italy and the USSR should result
in economie benefits to Italy, thereby Increasing the domestic prestige of the Jtallan
Government. The governmeni can impress the population with the fact that _the
contemplated trade amounts to almost fen percent of Italy’s present forelgn eom- -
werce. Furthermore, whether or not the ambitious goals of the Italo-Saviet agree-
ments are reached the Itallan Govemment can pohzt to these agreements as proof

The mthdrawal by the USSR of its eamer support of Italian colonlal claims, - — - = ¢
although causing an immediately unfavorable popular reaction, has not greatly aﬁected e, ] ,
ofiicial relations between the two countries. Because Italian hopes have boen cen- k
teredd on western support of Italy’s claims, Italian bltterness over any unfavorable
solution of the colonial or Trieste question would be directed more toward the Westthan ~ §
toward the Fast. Sovlet obstruction of Italy's entrance into the UN, however, Is & sore L
peint because of the extreme importance which Italy, for reasons “of national pride, L
atiaches to regaining diplomatic parity with other natlons. Omlsston from theItalo- ..~ 2 .
Soviet trade agreements of the Word “frlendship,” indicates that, whatever their com- B

ow Ievel.

§. 1Italy end the Soviet Satellites

Similarly, Italy’s relations with Eastem Europe are based | largely on economle” —
rather than political affinilies. Cunentnegotlauons with Yugoslavia Involee discus-
slon of Italian reparations to Yugoslavia, compematlon for Italian properties._con-
fiscated by the Yugoslav state, and conclusion of a fishiag treaty, these discusslons may -
result §n expanded trade relations bétween the two countrles. The Yugoslavs have
made other friendly gestutes, such s the return of Italian civilans who had been -
captured by the Yugoslav forces during World War 1. In recent months, therefore,
tension between Italy and Yugoslavia has consldersbly lessened.”

"The Free Territory of ‘rriesle however, eont!nues to-be a source of frlctlon
Jbetween the two countries. Ttallans are counting heavily on the earlier recommenda- -
tion by the Western Powers that Trieste be returned, and undoubtedly assume that. B
the return of that territory would follow upon an Italian partlcipauon ina western bloc.
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. jg, - Probable Developments in Forelgn Policy. o

: The De Gasperi Government will take a definite position on the side of the
West, both for reasons of national security and because western support is indispensable

to & favorahle settlement of Italy's major problems in forelgn policy. The Himingof .
- Italy’s actual commitment to the western bloc depends on various Buld factors, includ-

ing international tension. This tension, it appears, has won De Gasperi the backing
of his Cabinet for an alliance of Italy with the West, but protracted parliamentary dis-
cussion would follow "any proposal by the ?remier t.h,a?. Italy participate in the Atlantic

~

Aot

. Because De Gasperi was elected on the understanding that ecpnomle improvement

3. fﬁcmgﬂéhoam;,"i" N

would result from US aid, the government will obviously lose popular suppor; and be
vulnerable to Communist attack if the public fails to see material proof of thé promised I
prospetity. Actually, the ECA has already helped to bring about & substantial meas-— — ¥
ure of economic recovery, but the effects have not yet appeared In material formto &
the common people, whose standard of living is still below the prewar level” Beyond . f

that level, the program itself does not envisage an improvement in the Italian stand- "

ard of living before 1953. Thus, the government will have only Umited possibilities

of retaining its public support through proof of immediate economic gains. In leuof
actual gains, however, the government might be able to fnspire some confidence n )18

domestic policles by proposing and attempting to carry out a legislative program that
- would e clearly designed both to complement the ERP and tosalisfy some of the long-

standing demands.of most Italians for economic and soclal reforra.—Without such a
program the ECA cannot in eny case altain ultimate success nor can eny marked
improvement in the standard of living be achleved. R . L

' Areview of some of the salient problems of economlc recovery in Italy will fllus-
trate the difficulties of attaining any marked improvement in the standard of liing
within the life of the European Recovery Program and the even greater difficulties of

schieving any perceptible change within the next six montha.

P

*. -@." Agricultural Needs. o
"7 In‘agriculture, the immediate problém is to secure aximum ylelds of food, and

thus, without disproportionate imports, restore the Italian diet to at least ils prewar '

(1938) level. Despite the progress made during 1948, even this modest goal will not

be achieved with the 1949 harvest. Fertilizers, insecticldes, -and farm machinery are

still insuMctently utilized, despite the greater quantity of these supplies now avallable.

In some areas, an Increase In yield may ultimately depend on the enacting and imple- .. ' "

menting of legistation to reform land holdings, &s required (though without specifica-
tion of time) by the Constitution of 27 Décember 1947. Such long-range reforms, how-"

ever, would not affect present agriculiural production, and the uncertainty which- -
surrounds these reforms has restrained many large landowners from investment in
fmproved agricultural techniques which might otherwise increase this production.




E - Progress toward agrarian reform will be slowed through the opposition of A

' vested interests and the need of educating tenant faniners in methods of operating o

" gmall holdings. Nevertheless, large sections of the yural population will demand & -

. program of agrarian reform as the price of their confidence in the government, even Lo

2 before implementation of such & program is possible.— - - o

. ¢ Industrial Proguction. e o

> Tn induslry, during 1048, the prewar (1938) level of production was attained, T

" and long-term potentialities in this fleld are good. 'The high cost of produstion, how-

- ever, presently handicaps Italian exporters in the development of forelgn markets. e

. " Contributing factors inciude obsolescent {ndustrial equipment, obligatory retention - Vi

- of unneeded workers (especially In the mechanical Industries), and a variety of bur- B

[ densome taxes. ERP a1d will permit modernization of some manufacturing plants, AN 7
} A but none of these high cost factors lends itself to quick solution. S - ) '.;_x?i";* o

b+ Increase in industrial output is further hampered by the presence of certain - o i S 7
; uneconomie industries which were developed during the Fascist regme in order to =
make Italy economically self-sufficlent and prepared for war. These industries, mostly ,

in the mechanical field, are still subsidized by the state. Although the government
recognizes the ultimate advantage of abandoning them, it is reluctant to do so because

. they provide a livelihood to many workers-for whom there is now no substitute
. employment. :

d. Siries and Slowdowns. , — S _

3 Industrial produetion has been somewhat hampered by Communist-inspired T -
- strikes and slowdowns, which are likely to continue.” The Communfst-dominated Con=_ .
federation of Labor (CGIL) has recently favored the use of the slowdown, rather than™ s ) j E

'~ the strike, in the hope of winning a wider support emong organized labor and lessening
public antagonism to Jabor demonstrations. witnin the CGIL; the opposition of a

. Republican and moderate Soclalist minority fs diminishing the effectiveness of the - \
2 slowdown. However, In strikes called on economic Issues, such as wages and thedis- .0} .
L . missal of workers, the CGIL continues to attract non-Communist support, even at s
; times the backing of the Catholic-led Free Confederation of Workers (LCGIL). Never- T
3 theless, the government will probably be able, by devoling & minimum of attention =
i 1o the basic issues involved, 1o keep such strikes and slowdowns from erippling economle - —— -
' ; recovery. - . N
i . e. Unemployment and Emigration. _

Unemployment perennially handicaps the solution of all other problems of the

Jtalian economy. The population is increasing by approximately 500,000 & year, and

each year about one-quarter million more people enter the labor market. Unéemploy-
ment, having reached a total of almost 2.5 million in early 1948, is now about 2 million,

and shows no tendency toward further reduction except through emigration. ~Indeed, E

even fulfillment of the government’s goal of providing a million addit}onal fobs in " . r —
Ttaly during the life of ERP. (1948-52) would represent only the estimated increase . Y

in thg employable population for that period.  Emigration, which might ctherwise pro- - A :
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_ vide a practicable means of reducing the number of the unemployed, Is presently
" restricted by a variety of factors, including shortage of trans-Atlantic shipping and
the reluctance of many countries to accept immigrants. During 1949, permanent
emigration is not likely to exceed that of 1948, about §0,000. Thus, approximately a
‘million and a half unemployed in 1952 are in prospect.
. ... .f. TheTaz System. , ) .
) The Italian Government faces a further problem fin its system of taxation. '
Despite tax evasion by Italian manufacturers, their production costs are considerably
fncreased by social security charges and by the “turnover tax” which they meet at every .
stage of industrial output- Asa result, the high cost of Itallan-manufactured goods _
mpedes the development of Italy’s export trade. Moreover, the large part of national
revenue derived from indirect taxation falls disproportionately upon the poorer classes.
The government recognizes the need of revising the entire fax structure, with emphasis
on a progressively graduated income tax, and is conducting studies toward this end.
A thorough overhauling of the presently inefficlent administrative system of assess-
ment and collection of taxes would be a prerequisite to any such revision, Because =
the level of clvic morality in Italy is notoriously low, however, the government will have
. great difficulty in achleving these reforms, and their fmplementation will probably
be delayed. The existing forms of taxation in Italy wili, therefore, probably continve to
burden certain fields of business enterprise and to demoralize Jow-income® workers.
These groups, however, could be reassured by a clear-cut government program of tax
o ~ reform even before legisiation and final implementation produced positive results. e
g. The Plight of the Middle Class. : : ) -

In the rapld postwar upward splraling of prices and ivages, the,wmtéébu;r,, o
workers and the middle class In general have lost ground, and no substantial relfef
of thelr painful situation is in the offing. The government budget cannot bear the

additional outlay which would be required to restore the prewar real fncomes of
public employees. People dependent fn whole or in part upon income from rents
cannot expect any appreciable increase in rentals, the one phase of the Italian price

structure which has been successfully controlled. Similarly, alleviation of the eco-
nomic plight of other fixed income groups and the unemployed could be achleved
only at the risk of creating new Inflationary pressures. C

h. Elements Obstructive to Reform. - S

Even a steady movement {oward economi¢ expansion would not be reflected -

fmmediately In betterment of the lot of most Italians. Moreover, the movement
toward cconomic expansion will be slowed here and there by the special pressures of
fnterested groups. Some industrialists will seek to cmploy ECA-financed raw materlals
{n the manufacture of high-profit items regardless of thelr contribution to recovery.
"'he Cornmunists, on the other hand, will continue thelr agitation to have ECA counter-
part funds devoted to temporary relief projects which can provide no basle, sustalned
advantage to the Itallan economy. Besides their efforts to encourage squandering of
ECA ald, the Communists, who control & third of Parliantent, will promote lengthy .-
debate In order to delay legistative action essential Lo a recovery program. e




I R

* . Probable Developments in Domestic Policy. o R
The inherent difficulties of resolving the problems of economic expansion in .

~~ - Italy and the obstacles interposed thereto by “interested sectors of the population will
~ continue to block attainment of tangible improvement in the lives of the people.
Within the next six or eight months, at least, mprovement of this sort will not be

offer in the immediate future,

fmpressive. Despite these limitations on what it can : :
the government could inspire public confidence by sponsoring & bold, comprehensive
as fatled to give indications either of having

Jegislative program. ‘To date, however, ith T g
or of soon developing such & program. Conssquently, the government cannot ook = TS
forward to winning popular approval of its foreign policles on the basis of having R

created popular satisfaction over its approach to the problem of domestic'needs. =« 3 |
- - *here remains, moreover, the danger that by 1053 an important segment of R
the Italian public, if adequate soclal and economic improvements through ECA al R -
and governmental action are not forthcoming, will shift its support back to the Lett,
particularly to the dynamle Communist Party. - This reaction would not immediately
affect to a serious degree the composition of the’ present government, but it ‘would
thdrawal therefrom of the moderate Soclalists. The national =

probably lead to the wi .
clections of 1953, however, would probably result in a decisive loss of popular support
for De Gasperi’s Christian Democrats® . < - L

of s d;ﬁ:es;!c threat .toii.he ]
organtzation - (approximately o
to date become 82 operative -

* No mention was made in section 3 above, “Domestic Problems,”
De Gasperl Government, namely_the Communist paramilitary
arlly because this organization has not

£0,000 sarmed men), prim: n
- or disruptive factor sffeciing government policy on elther of the two fundamentsl problems
"= - treated in this'paper. - ~° ST T S o




